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Q.1 Please state your name and business affiliation

A.1 My name  is  Leesa  Nayudu, and I am Regiona l Director Of Opera tions  (West) for Sempra

Genera tion

Q.2 On whose behalf are you providing this testimony

A.2 I a m te s tifying on be ha lf of Me s quite  P owe r, L.L.C., S outhwe s te rn P owe r Group II

L.L.C., Bowie  P owe r S ta tion, L.L.C. a nd S e mpra  Ene rgy S olutions  LLC, (colle ctive ly

Mesquite  e t a l."). Mesquite  e t a l. we re  granted inte rvention in this  proceeding by means

of a  Procedural Order issued on September 13, 2007
L1-IOS;

Q.3 What is the purpose of your testimony

A.3 Me s quite  e t a l. ha ve  ce rta in is s ue s  the y wis h to a ddre s s  a t this  time , e ithe r (i) for the

purpose  of indica ting wha t the ir pos ition is  with rega rd to the  same , or (ii) for the  purpose

of indica ting tha t the y de s ire  more  informa tion a nd/or a  be tte r unde rs ta nding a s  to wha t

TEP  is  propos ing. with re spe ct to the  la tte r, hope fully TEP  will provide  tha t infonna tion

and/or unders tanding in te s timony it will be  filing a t a  la te r s tage  in this  proceeding

Q.4 Do Mesquite et al. have a position on TEP's contention that, pursuant to the

provisions of the 1999 Settlement Agreement, TEP is entitled to charge market

based rates after January 1, 2009?

A.4 No, we  do not. Re pre se nta tive s  of Me squite  e t a l. we re  not involve d in the  ne gotia tions

which re s ulte d in TEP 's  1999 S e ttle me nt Agre e me nt, nor did the y pa rticipa te  in the

u my
yes I n
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2

3

4

he a rings  be fore  the  Commiss ion which re sulte d in De cis ion No. 62103. He nce , it would

be  pre sumptuous  of Mesquite  e t a l. to opine  a s  to wha t the  s igna tory pa rtie s  to the  1999

S e ttle me nt Agre e me nt a nd/or the  Commiss ion ma y ha ve  inte nde d with re spe ct to how

TEP 's  ra te s  we re  to be  e s ta blishe d for se rvice  provide d by TEP  on a nd a fte r J a nua ry l,

5 2009.

6

7 Q.5

8

With reference to the "regulatory asset(s)" proposed by TEP in connection with its

"Cost-of-Service Methodology" and its "Hybrid Methodology," do Mesquite et al.

9 have a position?

10 A.5

1 1

12

Not a s  of this  s ta ge  in this  proce e ding. De pe nding on the  e vide ntia ry re cord ye t to be

deve loped through the  hea ring process , our current lack of a  pos ition on this  issue  might

change , and then again it might not.

13

14 Q.6

M
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15

16

Do Mesquite et al. have a position on the Purchase Power and Fuel Adjustment

Clause ("PPFAC") which TEP has proposed in connection with its "Cost-of-Service

Methodology" and its "Hybrid Methodology"?

Qs-
69

g
<
4

17 A.6

18

19

20

21

22

23

Yes. From a  conceptua l pe rspective , Mesquite  e t a l. support a  PPFAC for TEP, provide d

a t, in connection with purchased power and fue l expense(s) to be  recovered thereunder,

TEP  would be  re quire d to de mons tra te  its  ongoing complia nce  with the  Re comme nde d

Be s t P ra ctice s  For P rocure me nt a dopte d by the  Commis s ion on De ce mbe r 4, 2007 in

De cis ion No. 70032. We  do not be lie ve  tha t TEP  s hould be  a llowe d ra te  re cove ry for

purchased power and fue l expense (s ) whe re  it cannot demons tra te  compliance  with the

Commission's  Recommended Best Practices  For Procurement.

24

25 Q.7

26

As s uming  s uc h  c omplia nc e  by TEP , why do  Me s qu ite  e t a l. be lie ve  tha t a  P P FAC

would  be  appropria te  for TEP?

27 A.7 As TEP witness  David Hutchens  has  noted in his  July 2, 2007 Direct Tes timony

28
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"TEP  re lie s  on s ignifica nt qua ntitie s  of na tura l ga s  a nd purcha se d powe r
to me e t its  re ta il loa d. Although TEP  ha s  s e rve d the  ma jority of its  loa d
with compa ny-owne d ge ne ra ting re s ource s , it re lie s  on na tura l ga s  a nd
purcha se d powe r to me e t a  growing pe rce nta ge  of its  cus tome r de ma nd.
This  ga s  a nd powe r is  purcha s e d a t ma rke t price s , s o TEP  s hould be
a llowe d to re cove r the se  cos ts . The  P P FAC is  de s igne d to re cove r or
re turn  the  diffe re nce  be twe e n the  a ctua l cos t of na tura l ga s  a nd the
purcha s e d powe r ve rs us  the  cos t of na tura l ga s  a nd purcha s e d powe r
established in base rates.

6

7

8

9

10

11

of
p_» 12

1 4

"TEP  is  conce rne d a bout the  vola tile  fue l a nd e ne rgy ma rke ts  ca us ing
la rge  de fe rra ls  of uncolle cte d cos ts . Without a n a djus tor me cha nism to
time ly a ddre s s  the se  cos ts  in a  wa y tha t s e nds  a ccura te  price  s igna ls  to
customers , the  Company could incur subs tantia l de fe rra ls  tha t could a ffect
its  a bility to se cure  fina ncing on fa vora ble  te rms . It a lso could a ffe ct the
Company's  ability to secure  na tura l gas  and purchase  power in the  future
on te rms  a s  fa vora ble  to the  Compa ny a nd its  cus tome rs . In  fa ct, the
Compa ny could  fa ce  cre dit te rns  tha t could  hurt its  a b ility to  s e cure
re a s ona bly price d fue l a nd purcha s e  powe r in the  future  by re quiring
cre dit e nha nce me nts  s uch a s  re pa yme nt or le tte rs  of cre dit. This  could
lead to the  inability to hedge  future  prices  or ente r into long te rm resource
or contra ct commitme nts  a nd be ing force d to re ly he a vily on the  vola tile
short-te rm and spot marke ts ." [Hutche ns  Dire ct Te s timony, pa ge  30, line
18 - pa ge  31, line  ll] [e mpha s is  a dde d]
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8 17

18

As se lle rs  in the  compe titive  whole sa le  e le ctric powe r ma rke t in Arizona , Me squite  e t a l.

can a tte s t to the  importance  of TEP  be ing cons ide red a  creditworthy purchase r, and the

proble ms  Mr. Hutche ns  ha s  ind ica te d  TEP  might e ncounte r without s ome  form of

Commission - approved adjustor mechanism, such as  a  PPFAC.
19

20

21

22

In a ddition, a s  TEP  witne ss  Juda h Rose  note s  a t pa ge s  36-37 of his  July 2, 2007 Dire ct

Tes timony, the  compe titive  wholesa le  e lectric power marke t in Arizona  has  become  quite

it  wo u ld  b e
23

24

robus t a nd  la rge  in  re la tion  to  TEP 's  powe r re s ource  ne e ds . Thus ,

unfortuna te  for TEP and its  ra tepayers  if the  absence  of an adjustor mechanism precluded

it from obta ining powe r on fa vora ble  te rms  a nd conditions  tha t the  compe titive  ma rke t
25

might othe rwise  offe r.
26

27

28
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1 Q.8

2

3

Do Mesquite et al. have a position with respect to TEP's proposed restoration of the

exclusivity of its CC&N under both its "Cost-of-Serviee Methodology" and its

"Hybrid Methodology"?

4 A.8

5

6

7

Yes , we  a re  opposed to TEP 's  proposed re s tora tion in each ins tance . In tha t rega rd, the

reasoning of TEP witness  James  S . P igna te lli in support of TEP 's  re s tora tion proposa l is

worth  noting, be ca us e  of the  fla we d "linka ge " it a s s ume s  be twe e n cos t-of-s e rvice

ra temaking and the  assumed absence  of the  prospect of re ta il e lectric competition:

8

9

10

11

1:8 12
zO

". . .if the  Commis s ion a dopts  the  Cos t-of-S e wice  Me thodology, the n it
will ha ve  a ba ndone d re ta il e le ctric compe tition for TEP 's  cus tome rs . In
tha t case , TEP should have  the  right to exclus ive ly provide  e lectric se rvice
within its  ce rtifica te  a re a . To e ns ure  tha t TEP  ha s  the  e xclus ive  right to
provide  e le ctric s e rvice , the  Commis s ion s hould orde r tha t its  e xclus ive
CC&N is  re s tore d. Additiona lly, unde r the  Hybrid Me thodology, whe re  a
ma jo rity o f TEP 's  ge ne ra tion  wou ld  be  re tu rne d  to  cos t-o f-s e rvice
ra te ma king, it is  a ls o a ppropria te  to pa rtia lly re s tore  the  e xclus ivity of
TEP 's  CC&N." [P igna te lli Dire ct, pa ge  22 , line s  18  - 25] [emphasis
added]
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15
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18

19

20

21

22

23

24

25

The re  is  no  d ire c t linka ge  o f th is  na tu re  in  Arizona  a s  th is  time . Cos t-of-se rvice

re gula tion a nd the  Commis s ion's  Ele ctric Compe tition Rule s  e xis t quite  s e pa ra te  from

one  a nothe r, a nd, unle s s  a nd until the  Commis s ion re s cinds  the  Ele ctric Compe tition

Rules , it cannot be  sa id tha t the  Commiss ion has  "abandoned re ta il e lectric compe tition."

In  tha t re ga rd , the  fla w in  TEP 's  re a s on ing  e xis ts  in  bo th  its  p ropos e d  comple te

re s tora tion of e xclus ivity unde r the  "Cos t-of-S e rvice  Me thodology" a nd its  propos e d

pa rtia l re s tora tion of e xclus ivity unde r the  "Hybrid Me thodology." More ove r, in the  la s t

two (2) Arizona  P ublic S e rvice  Compa ny ("AP S ") ra te  ca s e s , the  Commis s ion ha s

a pprove d both bundle d a nd unbundle d ra te s  for AP S , a nd le ft its  s e rvice  ope n to re ta il

e le ctric compe tition, a nd, TEP  ha s  propos e d unbundle d ra te s  for e a ch of its  thre e  (3)

ra temaking methodologies  in this  proceeding.

26

27 Q.9

28

Wha t is  the  pos ition  o f Me s quite  e t a l. with  re ga rd  to  TEP 's  p ropos a l to  e xc lude  its

owne rs h ip  in te re s t in  the  Four Corne rs  a nd  Na va jo  ge ne ra ting  s ta tions  from TEP 's

Page 5 of 7



rate base, and classify those power resources as "Competitive Assets," which could

either compete in the competitive wholesale market or sell power to TEP at market

based rates?

4 A.9 Be fore  ta king a  pos ition on this  a spe ct of TEP 's  "Hybrid Me thodology," Me squite  e t a l

need a  be tte r unders tanding as  to (i) how these  "Competitive  Asse ts" would be  inte rfaced

with  a n d  p a rtic ip a te  in (ii) u n d e r wh a tthe  compe titive  whole s a le  ma rke t, a nd

circums ta nce s  TEP  would be  a llowe d to choos e  to buy powe r from s  "Compe titive

Luca; U
as

my
m

Asse ts" a t ma rke t-ba se d ra te s . In tha t re ga rd, Me squite  e t a l. ne e d to know how a nd to

wha t e xte nt the  Re comme nde d Be s t P ra ctice s  For P rocure me nt will a pply to a nd a ffe ct

this  a s pe ct of the  "Hybrid Me thodology." S ta te d diffe re ntly, we  ne e d to know how the

e xis te nce  of the  "Compe titive  As s e ts " would a ffe ct whe n a nd the  e xte nt to which TEP

would look to the  competitive  wholesa le  marke t, a s  contras ted with the  s itua tion under its

Cos t-Of-S e rvice -Me thodology" whe re  TEP  would  ha ve  no  "Compe titive  As s e ts

P e rha ps  TEP  will p rovide  in fo rma tion  on  th is  s ub je c t in  its  fo rthcoming  Re bu tta l

Te s timony

17 Q.10 Are  th e re  a n y o th e r a s p e c ts  o f th e  "Hyb rid  Me th o d o lo g y" with  re g a rd  to  wh ic h

Me s quite  e t a l. would  like  more  in forma tion  a nd  c la rific a tion  from TEP?

19 A. l0 Ye s . De spite  ha ving re vie we d the  Dire ct Te s timony of Me ss rs . P igna te lli a nd Hutche ns

whe re  the y discuss  the  na ture  of a nd re a soning unde rlying the  "Hybrid Me thodology," it

is  not cle a r why TEP  ha s  propose d this  a lte rna tive  a pproa ch to ra te ma king, give n the ir

te s timony e ls e whe re  a s  to  TEP 's  ne e d  to  s ubs ta n tia lly a ugme nt compa ny-owne d

ge ne ra tion in the  Euture . On the  fa ce  of it, one  would think TEP  would wa nt to re ta in

within its  ra te  ba s e  powe r ge ne ra tion re s ource s  tha t s till ha ve  a  us e ful ope ra ting life

Accordingly, be fore  a dopting a  pos ition on the  "Hybrid Me thodology," Me s quite  e t a l

would like  more  informa tion on this  a s pe ct of the  propos a l a s  we ll. P e rha ps  TEP  ca n

include  such infonna tion and cla rifica tion in its  forthcoming Rebutta l Tes timony

Page 6 of 7
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1 Q.11

2

Are  the re  any o the r a s pec ts  of TEP 's  J u ly 2, 2007 Applica tion  on  which  Mes quite  e t

a l. would  like  more  in forma tion  and  c la rific a tion?

3

4

5

6

7

8

9

A . l l Ye s . It is  a s  ye t uncle a r to us  why TEP  a ppe a rs  to be  propos ing to re cove r mos t, if not

a ll, of its  cos ts  of ope ra ting the  Luna  ge ne ra ting fa cility through the  P P FAC, ye t, if we

unde rs tand the  s itua tion correctly, it would include  the  Luna  gene ra ting facility in its  ra te

ba s e  unde r both the  "Cos t-of-S e rvice  Me thodology" a nd the  "Hybrid Me thodology."

Under those  two (2) scena rios , one  would anticipa te  adjus ted te s t pe riod ope ra ting cos ts

a ssocia ted with Luna  would be  included in TEP 's  proposed base  ra te s . Accordingly, any

fLu'the r informa tion or cla rifica tion TEP  could provide  on this  subje ct in its  forthcoming

10 Once  we  ha ve  tha t in forma tion ,

11

Re butta l Te s timony would a ls o be  a ppre cia te d.

Mesquite  e t a l. can then de te rmine  if they have  a  position on this  proposa l.

¢8
*m 12Z.
O

13 Q.12 Are there any other aspects of TEP's Application that you would like to comment

14 upon?

15

16

3
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18

19

A.12 Not a t this  time . Afte r we  ha ve  re vie we d TEP 's  Re butta l Te s timony, Me squite  e t a l. ma y

ha ve  occa s ion to file  a dditiona l te s timony in a ccorda nce  with the  P roce dura l S che dule

which ha s  be e n e s ta blis he d by Adminis tra tive  La w J udge  Rodda . In a ddition, we  ma y

e xplore  s ome  of the s e  ma tte rs  in gre a te r de ta il through cros s -e xa mina tion during the

hearing to be  he ld on TEP 's  Applica tion, a s  we ll a s  other issues  which may a rise .

20

21 Q.13 Does that complete your Direct Testimony?

22 A.13 Yes, it does .

23

24

25

26

27
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